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SUMMARY   OF   RECOMMENDATIONS 

This  listing   serves  as  a  means  of  summarizing  the   recommendations 
contained   in  the  report  and  the  audited  agency's   reply. 
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Recommendation   #1 

The  department  properly  account  for  grant 
expenditures  in   the  Special   Revenue   Fund. 

Agency   Response:      Concur.      See  page  25. 

Recommendation  #2 

The  department  accrue  grant   revenues  and 
expenditures  in  accordance  with   state 
policy. 

Agency   Response:      Concur.      See  page  25, 

Recommendation   #3 

The  department  utilize  SBAS  more  effectively 
to  account  for  federal  grant  activity. 

Agency   Response:      Concur,      See  page  25, 

Recommendation  #U 

The  department   record   revenues  and  expendi- 
tures in  accordance  with   state  accounting 
policies. 

Agency   Response:      Concur,      See  page  25. 

Recommendation   #5 
The  department: 

A.  Implement  controls  to  ensure  overpay- 
ments of  travel  expenditures  do  not 
occur. 

Agency   Response:      Concur.      See  page  26. 

B.  Collect  the  remaining  amount  owed  to 
the  state  from  the  motels  which  were 
overpaid. 

Agency   Response:      Concur,      See  page  26. 
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SUMMARY   OF   RECOMMENDATIONS    (continued) 
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Recommendation   #6 

The  department  properly   record  equipment 

purchases  in   its  accounting   records   in 

accordance  with  state  policy.  8 

Agency   Response:      Concur.      See  page  26. 

Recommendation   #7 
The  department: 

A.  Ensure  transactions   input  by  other 

agencies  are  correct.  9 

Agency   Response:      Concur.      See  page  26. 

B.  Correct  the   identified  errors  on  the 

state's  accounting   system.  9 

Agency   Response:      Concur.      See  page  26. 

Recommendation   #8 

The  department  ensure   indirect  costs  are 

negotiated  and   recovered  on  all  eligible 

grants   in  accordance  with   state  law.  11 

Agency   Response:      Concur.      See  page  27. 

Recommendation   #9 

The  department  establish  adequate  and  ser- 
viceable natural  gas  and  electric  standards 
in  the  ARMs  as   required   by  state  law,  11 

Agency  Response:      Concur.      See  page  27. 


GENERAL 

We  performed  a  financial  compliance  audit  of  the  Department 
of  Public  Service  Regulation  (PSR)  for  fiscal  years  1982-83  and 
1 983-8^1.  The  objectives  of  the  audit  were  to:  1)  determine  if  the 
department's  financial  schedules  present  fairly  the  results  of 
operations  for  the  two  fiscal  years  ended  June  30,  1984;  2)  deter- 
mine if  the  department  complied  with  applicable  laws  and  regula- 
tions; and  3)  make  recommendations  for  improvement  in  the 
management  and   internal  controls  of  the  department. 

This  report  contains  nine  recommendations  to  the  department. 
These  recommendations  address  areas  where  the  department  can 
improve  management,  internal  control,  financial  reporting,  and 
compliance  with  laws  and  regulations.  Other  areas  of  concern  not 
having  a  significant  effect  on  the  successful  operations  of  the 
department  are  not  specifically  included  in  this  report  but  have 
been  discussed  with   management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing  the  recommendation. 

We  thank  the  commissioners  and  their  staff  for  their  coopera- 
tion and  assistance  during   the  audit. 

BACKGROUND 

The  Department  of  Public  Service  Regulation  was  created  by 
the  Executive  Reorganization  Act  of  1971,  At  this  time  three 
commissioners  were  ex  officio  members  of  the  Public  Service 
Commission.  In  1974  the  Commission  was  increased  to  five 
members.  The  Public  Service  Commission  presently  consists  of  five 
voting  members  who  are  elected  on  a  regional  basis  and  serve  a 
term  of  four  years.  After  each  general  election,  one  of  the 
commissioners  is  designated  chairman  by  approval  and  consent  of  a 
majority  of  the  commissioners. 

The  commission  is  responsible  for  the  regulation  and  safety 
inspection     of     public     utilities,      motor     carriers,      railroads,      and 


pipelines  within  the  state.  The  commission's  responsibility  is  to 
assure  the  consuming  public  of  safe,  adequate,  and  economical 
utility  and  transportation   service  at  just  and   reasonable  rates. 

The  department  is  divided  into  four  divisions.  The  Cen- 
tralized Services  Division  performs  the  administrative  support 
functions  of  the  department.  The  Legal  Division  advises  the 
commission  in  all  matters  requiring  a  legal  interpretation  or  opin- 
ion. The  Transportation  Division  exercises  general  supervisory 
control  over  the  activities  of  all  motor  carriers  and  railroads.  The 
Utility  Division  exercises  general  supervisory  control  over  all 
public  utilities,  including  rate  determination,  safety  standards  and 
utility  auditing. 

PSR  employed  approximately  ^45  full-time  equivalent  personnel 
in  fiscal   years   1982-83  and   1983-84. 

FEDERAL  GRANTS 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  in  the  U.S.  Office  of  Management  and  Budget 
"Circular  A-102,  Attachment  P."  This  circular  provides  for  audits 
of  financial  operations,  including  compliance  with  certain  provisions 
of  federal   laws  and   regulations. 

The  Department  of  Public  Service  Regulation  received  the 
federal  Department  of  Transportation  grants  listed  on  page  23.  We 
reviewed  the  major  compliance  areas  in  the  Gas  Pipeline  Safety. 
Railroad  Safety,  and  Motor  Carrier  Safety  Assistance  Program 
(MCSAP)  grants.  Areas  reviewed  included  specific  grant  provi- 
sions,  cost  allowability,   and  grantor  reporting. 

Nothing  came  to  our  attention  that  causes  us  to  believe  un- 
tested compliance  issues  are  not  in  accordance  with  applicable  laws 
and  regulations.  It  is  our  opinion  that  the  deficiencies  noted  did 
not  significantly  affect  the  successful  operations  of  the  programs 
or  the  allowability  of  costs  in  conformity  with  program  regulations, 
except  as   noted   in   the  following   sections. 


Grant  Expenditures 

The  Gas  Pipeline  Safety  and  Railroad  Safety  grant  programs 
are  financed  50  percent  by  federal  funds  on  a  cost  reimbursement 
basis.  The  remaining  50  percent  is  paid  from  the  state  General 
Fund. 

The  department  initially  pays  the  program  costs  from  the 
General  Fund.  It  bills  the  federal  government  for  its  50  percent 
share  of  costs  on  a  semiannual  basis  for  the  Gas  Pipeline  Safety 
grant  and  on  a  quarterly  basis  for  the  Railroad  Safety  grant. 
Subsequent  federal  payments  are  properly  recorded  as  revenue  in 
the  Special  Revenue  Fund.  The  related  General  Fund  expenditures 
are  then   transferred   to  the  Special    Revenue   Fund. 

At  fiscal  year-end  1982-83  and  1983-84  the  department  ac- 
crued revenue  in  the  Special  Revenue  Fund  for  the  Gas  Pipeline 
grant  but  did  not  properly  transfer  the  related  expenditures  from 
the  General  Fund  to  the  Special  Revenue  Fund.  The  same  situation 
occurred  in  fiscal  year  1983-8'l  for  the  Railroad  Safety  grant. 
These  errors  understated  expenditures  in  the  Special  Revenue 
Fund  and  overstated  expenditures  in  the  General  Fund  by  the 
following  amounts: 


General  Fund 


Special 
Revenue  Fund 


Fiscal  Year  1982-83 
Fiscal  Year  1983-84 


$  8,745 
13,242 


$  8,745 
13,242 


When  accounting  for  federal  cost  reimbursable  grants,  the 
revenues  and  expenditures  should  equal  by  fiscal  year-end.  The 
department  should  establish  accounting  on  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  to  ensure  each  of  these  grant 
expenditure  transactions  are  properly  split  between  the  General 
and  Special  Revenue  Funds.  If  sufficient  cash  is  not  available  in 
the  Special  Revenue  Fund  while  waiting  for  reimbursement  from  the 
federal  government,  an  inter-entity  loan  may  be  established  be- 
tween  the  two  funds. 


RECOMMENDATION   #1 

WE     RECOMMEND     TflE     DEPARTMENT     PROPERLY     ACCOUNT 

FOR     GRANT      EXPENDITURES      IN      THE     SPECIAL     REVENUE 

FUND. 

Federal  Grant  Accruals 

In  our  review  of  year-end  accruals  for  federal  grants  we 
noted  two  instances  where  accruals  of  revenue  and  expenditures 
for  federal  grants  were  not  properly  recorded  on  SBAS.  The 
problems  noted  are  described   in   the  following   sections. 

Motor  Carrier  Safety  Assistance   Program 

The  department  attempted  to  accrue  $36,236  of  revenue  for 
the  MCSAP  grant  at  fiscal  year-end  1983-84.  However,  the  docu- 
ment used  to  accrue  revenue  was  not  input  to  SBAS  until  fiscal 
year  1984-85.  When  it  was  input,  an  account  receivable  was 
established,  however,  fund  balance  was  charged  instead  of  a  prior 
year  revenue  adjustment.  Therefore,  the  receivable  from  the 
federal  government  and  revenue  were  understated  in  the  Special 
Revenue   Fund  at  fiscal   year-end   1983-84  by  $36,236. 

When  $15,037  of  the  grant  was  received  in  fiscal  year 
1984-85,  it  was  recorded  as  fiscal  year  1984-85  revenue  instead  of 
being  offset  against  the  receivable.  This  overstates  current  year 
grant  revenue  and  receivables  in  fiscal  year  1984-85  by  $15,037. 
The  department  should  correct  this  error  on  its  accounting  records 
before  fiscal   year-end   1984-85. 

Gas  Pipeline  Safety  Grant 

The  department  did  not  accrue  $3,218  of  expenditures  on 
SBAS  at  fiscal  year-end  1983-84  for  the  Gas  Pipeline  Safety  grant. 
The  expenditures  were  for  contracted  services  and  other  operating 
expenses  which  were  valid  obligations  at  fiscal  year-end.  This 
understated  expenditures  and  liabilities  by  $3,218  in  the  Special 
Revenue  Fund   in   fiscal   year  1983-84. 


RECOMMENDATION    #2 

WF  RECOMMEND  THE  DEPARTMENT  ACCRUE  GRANT  REVE- 
NUES AND  EXPENDITURES  IN  ACCORDANCE  WITH  STATE 
POLICY. 


Accounting   Par   Federal   Grants  -  Summary 

During  our  audit  we  noted  the  problems  in  accounting  for 
revenues  and  expenditures  for  federal  grants  as  discussed  on 
pages  3  through  5.  Below  we  describe  methods  which  would  help 
the  department  simplify  its  accounting   for  federal  grants. 

All  the  department's  federal  grants  have  state  matching 
requirements.  We  suggest  the  department  minicode  the  grant 
responsibility  centers  for  the  funds  to  be  charged  in  proportion  to 
the  specific  grant  matching  provisions.  When  expenditures  are 
coded  to  the  center,  the  accounting  system  would  automatically 
split  them  to  the  proper  funds  in  accordance  with  the 
pre-established  responsibility  center  guidelines.  This  would 
eliminate  the  need  to  abate  federal  expenditures  in  the  General 
Fund  and  transfer  the  expenditures  to  the  Special   Revenue  Fund. 

Because  the  department  is  on  a  reimbursement  basis  for  all  its 
grants,  it  has  a  cash  flow  problem  in  the  Special  Revenue  Fund. 
This  can  be  avoided  by  either  of  the  following   methods: 

1.  Set  up  an  inter-entity  loan  from  the  General  Fund  to  the 
Special  Revenue  Fund  for  the  federal  portion  of  the 
grant  award.  The  loan  could  then  be  repaid  when 
reimbursement  is   received  from  the  federal  government. 

2.  Obtain  permission  from  the  Department  of  Administra- 
tion's Accounting  Division  to  have  a  "negative  indicator" 
for  the  accounting  entity.  This  would  allow  the  depart- 
ment to  write  warrants  on  an  entity  with  a  negative  cash 
balance.  If  reimbursement  had  not  been  received  from 
the  federal  government  in  the  amount  of  grant  expendi- 
tures by  year-end,  the  department  could  obtain  permis- 
sion from  the  Accounting  Division  to  establish  an  inter- 
entity   loan. 

An  additional  method  to  help  the  department  simplify  the 
accounting  for  grants  relates  to  the  use  of  responsibility  centers. 
The     department's     Gas     Pipeline     Safety     grant     is     funded     on     a 


calendar  year  basis.  Currently,  the  department  uses  the  same 
responsibility  center  each  fiscal  year  to  record  the  activity  of  two 
different  calendar  year  grants.  As  a  result,  activity  recorded  for 
the  calendar  year  grants  cannot  be  distinguished  in  the  one 
center.  A  solution  would  be  to  use  a  different  responsibility 
center  for  each  calendar  year  grant.  This  would  avoid  problems 
in  distinguishing   expenditures  between  grant  years. 

This  same  problem  could  potentially  occur  for  the  depart- 
ment's two  other  grants  which  are  funded  on  a  federal  fiscal  year, 
October  1    to  September  30. 

RECOMMENDATION    #3 

WE  RECOMMEND  THE  DEPARTMENT  UTILIZE  SBAS  MORE 
EFFECTIVELY  TO  ACCOUNT  FOR  FEDERAL  GRANT  ACTIVI- 
TY. 


ACCOUNTING   ISSUES 

While  performing  tests  in  the  various  areas  at  PSR,  a  number 
of  accounting  issues  were  noted.  These  problems  are  discussed  in 
the  following   paragraphs. 

Expenditure  Abatements 

We  noted  two  instances  where  PSR  improperly  abated  expen- 
ditures rather  than  recording  revenue.  The  expenditures  were 
part  of  PSR's  normal  operating  costs  which  were  subsequently 
reimbursed   by  other  agencies  or  non-governmental  entities. 

In  one  instance,  PSR  paid  the  costs  of  court  reporters  for  a 
utility  rate  hearing  and  abated  the  costs  when  they  were 
reimbursed.  Department  officials  stated  these  court  reporter  costs 
can  be  substantial  in  a  large  rate  case  and  are  customarily 
reimbursed  by  the  utility  companies. 

In  the  other  instance,  PSR  abated  expenditures  when  it 
received  reimbursement  from  the  Governor's  Office  for  the  consul- 
tant costs  of  a  national  telecommunications  case.  This  issue  was 
addressed   in  the  prior  audit  of  the   PSR. 


In  accordance  with  state  policy,  expenditures  should  only  be 
abated  to  correct  an  error  or  when  the  expenditure  is  solely  for 
the  convenience  of  others.  Abatement  of  the  expenditures  re- 
stored PSR's  spending  authority  which  gave  it  the  potential  to 
spend   its  appropriation   authority   twice. 

RECOMMENDATION    #n 

WE    RECOMMEND    THE    DEPARTMENT    RECORD    REVENUES    AND 

EXPENDITURES    IN    ACCORDANCE    WITH    STATE    ACCOUNTING 

POLICIES. 


Overpaid   Travel   Costs 

The  department  made  advance  payments  to  various  motels  as  a 
deposit  on  rooms  for  three  individuals.  These  individuals  mis- 
takenly paid  the  motel  for  the  prepaid  lodging  in  addition  to  their 
subsequent  nights  lodging.  Department  officials  stated  they  failed 
to  consider  the  advance  payments  when  processing  the  individuals' 
travel  claims.  PSR  therefore  paid  for  the  initial  nights  lodging 
twice.  It  has  subsequently  received  reimbursement  from  one  of 
the  motels  and  are  in  the  process  of  obtaining  the  remaining 
overpayments.  PSR  should  notify  employees  when  advance  pay- 
ments  for   lodging   cire  made. 

RECOMMENDATION    #5 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  IMPLEMENT    CONTROLS    TO    ENSURE    OVERPAYMENTS    OF 
TRAVEL   EXPENDITURES   DO   NOT  OCCUR. 

B.  COLLECT     THE      REMAINING      AMOUNT      OWED     TO      THE 
STATE    FROM   THE   MOTELS   WHICH   WERE   OVERPAID. 


Coding  of  Expenditures 

In  fiscal  year  1983-P1,  the  department  purchased  $16,026  of 
automobile  high  band  radios  and  recorded  the  purchase  as  repair 
and    maintenance    expenditures    in    human    error.       The    expenditure 


should  have  been  recorded  as  an  equipment  expense.  This  over- 
states operating  expenses  and  understates  equipment  expenditures 
in  the  General  and  Special  Revenue  Funds  by  $6,400  and  $9,626, 
respectively   in   fiscal   year   1983-84. 

In  addition  to  the  miscoding  the  radio  equipment  was  not 
input  on  PAMS  by  fiscal  year  end  1983-84.  Therefore,  equipment 
in  the  General  Fixed  Asset  Account  Group  is  understated  by 
$16,026  at  June  30,    1984. 

RECOMMENDATION    #6 

WE  RECOMMEND  THE  DEPARTMENT  PROPERLY  RECORD 
EQUIPMENT  PURCHASES  IN  ITS  ACCOUNTING  RECORDS  IN 
ACCORDANCE  WITH   STATE   POLICY. 


Transactions  Entered  by  Other  Agencies 

In  three  instances,  the  Department  of  Administration's 
Accounting  Division  input  correcting  entries  which  resulted  in 
misstatements  on   the  department's   records. 

One  entry  made  by  the  Accounting  Division  in  fiscal  year 
1983-84  was  intended  to  zero  out  the  fund  balance  in  the  Gas 
Pipeline  Safety  grant  entity  by  abating  prior  year  expenditures. 
At  the  time  Accounting  Division  made  the  entry,  PSR  had  already 
made  an  entry  to  properly  record  prior  year  expenditures  in  the 
entity.  The  same  situation  occurred  with  beginning  fund  balance 
in  fiscal  year  1984-85.  This  resulted  in  prior  year  expenditures 
being  understated  in  the  Special  Revenue  Fund  by  $9,047  in  fiscal 
year   1984-85. 

Another  entry  by  the  Accounting  Division  in  fiscal  year 
1984-85  corrected  an  improper  revenue  accrual  of  $36,236  made  by 
PSR  for  the  MCSAP  grant.  In  correcting  the  accrual.  Accounting 
Division  credited  a  direct  entry  to  fund  balance  for  the  $36,236 
instead  of  recognizing   prior  year   revenue. 

PSR  should  review  its  accounting  records  for  transactions 
input  by  other  agencies  to  ensure  the  transactions  are  correct. 


RECOMMENDATION    #7 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  ENSURE    TRANSACTIONS     INPUT    BY    OTHER    AGENCIES 
ARE   CORRECT. 

B.  CORRECT    THE    IDENTIFIED    ERRORS    ON    THE    STATE'S 
ACCOUNTING   SYSTEM. 


INTERNAL  CONTROL 

We  Gxamined  the  financial  schedules  of  the  Department  of 
Public  Service  Regulation  for  two  fiscal  years  ended  June  30,  1984. 
We  issued  our  opinion  dated  November  30,  1984  on  these  sched- 
ules. As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  department's  system  of  control.  Our  study  evaluated  the 
system  as  required  by  generally  accepted  governmental  auditing 
standards  for  financial  and  compliance  audits.  We  classified  the 
controls   in   the  following  categories: 

1.  revenue/ receivables; 

2.  payroll; 

3.  expenditures/liabilities; 

4.  plant,    property,   and  equipment;   and 

5.  grants. 

Our  study  included  the  control  categories  listed  above.  We  did 
not  test  controls  over  revenue/ receivables  and  expenditures/liabil- 
ities because  the  audit  could  be  performed  more  efficiently  by 
expanding  substantive  audit  work.  Through  our  study,  we  deter- 
mined the  nature,  timing  and  extent  of  our  auditing  procedures. 
We  did  not  evaluate  the  control  system  to  the  extent  necessary  to 
give  an  opinion  on  either  individual  segments  or  the  system  as  a 
whole. 

The  management  of  the  Department  of  Public  Service  Regula- 
tion is  responsible  for  establishing  and  maintaining  a  system  of 
accounting  control.  In  fulfilling  this  responsibility,  estimates  and 
judgments  by  management  are  required  to  assess  the  expected 
benefits  and  related  costs  of  control  procedures.  The  objectives 
of  a    system   are    to    provide   management    with    reasonable   assurance 


that:  1)  assets  are  safeguarded  against  loss  from  unauthorized 
use  or  disposition;  2)  transactions  are  executed  in  accordance  with 
management's  authorization;  and  3)  transactions  are  recorded 
properly  to  permit  the  preparation  of  financial  schedules  in  accor- 
dance with  state  accounting  policies.  Inherent  limitations  in  any 
system  of  controls  may  cause  errors  or  irregularities  to  remain 
undetected.  The  current  system  of  evaluation  should  not  be  used 
to  project  to  future  periods  since  the  procedures  may  become 
inadequate  or  compliance  with   them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls  used  by  the  Department  of  Public  Service 
Regulation.  Our  evaluation  disclosed  conditions  relating  to  over- 
paid travel  costs,  coding  of  expenditures,  and  transactions  entered 
by  other  agencies  as  detailed  on  pages  7  through  9  that  could 
result  in  financial   schedule  errors  that  could  be  difficult  to  detect. 

The  preceding  three  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  presentation  to 
the   Legislative  Audit  Committee,    is  a  matter  of  public   record. 

STATE  COMPLIANCE 

We  reviewed  compliance  with  state  laws  that  could  have  a 
material  impact  on  the  financial  schedules  of  the  department.  In 
our  opinion  the  department  complied  with  the  state  laws  and  regu- 
lations tested  except  for  the  one  instance  discussed  in  the  para- 
graph below.  Nothing  came  to  our  attention  that  causes  us  to 
believe  untested  items  are  not  in  accordance  with  applicable  laws 
and   regulations. 

Indirect  Costs 

State  statutes  require  agencies  to  recover,  to  the  fullest 
extent      possible,      indirect      costs      relating      to     the      receipt      and 
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expenditure  of  federal  moneys.  The  department  is  currently  not 
recovering  indirect  costs  on  the  MCSAP  grant.  Therefore,  the 
state  General  Fund  pays  for  some  program  costs  which  could  be 
reimbursed  from  the  federal  government.  PSR  should  negotiate  an 
indirect  cost  rate  at  the  start  of  the  grant.  The  problem  of  not 
recovering  all  eligible  indirect  costs  was  noted  in  the  prior  audit 
report. 

RECOMMENDATION    #8 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  INDIRECT  COSTS 
ARE  NEGOTIATED  AND  RECOVERED  ON  ALL  ELIGIBLE 
GRANTS    IN   ACCORDANCE  WITH    STATE   LAW. 


Gas  and   Electrical   Standards 

Section  69-3-108,  MCA,  states  the  commission  shall  ascertain 
and  fix  adequate  and  serviceable  standards  .  .  .  pertaining  to  the 
supply  of  products  or  services  rendered  by  any  public  utility. 
The  department  has  adopted  natural  gas  and  electrical  standards, 
but  has  not  established  the  standards  as  part  of  the  Administrative 
Rules  of  Montana  (ARMs)  as  required  by  Title  2,  chapter  4, 
part  3,    MCA. 

RECOMMENDATION  #9 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  ADEQUATE 
AND  SERVICEABLE  NATURAL  GAS  AND  ELECTRIC  STAN- 
DARDS IN  THE  ARMS  AS  REQUIRED  BY  STATE  LAW. 


PRIOR  AUDIT  RECOMMENDATIONS 

The  previous  audit  of  the  department  was  conducted  by  a 
CPA  firm  under  contract  with  this  office.  The  report  contained 
six  recommendations  still  applicable  to  the  department.  The  de- 
partment has  implemented  three  of  these  recommendations  and  has 
partially   implemented   three. 
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Prior  audit  recommendations  partially  implemented  relate  to 
recording  transactions  in  the  proper  year,  expenditure  abatements, 
and  implementing  procedures  to  ensure  all  eligible  indirect  costs 
are   recovered  as  discussed  on   pages  ^,   6,   and   10,    respectively. 
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AUDITOR'S    REPORT   AND   SCHEDULES 
OF  AGENCY    FINANCIAL  ACTIVITY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


DEPUTY  LEGISLATIVE  AUDITORS: 

JAMES  H.  GILLETT 

FINANCIAUCOMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 

PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 
JOHN  W.  NORTHEY 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Schedule  of  Changes  in  Fund  Balance; 
the  Schedule  of  Revenue  -  Estimate  and  Actual;  the  Schedules  of 
Program  Expenditures  by  Fund  -  Budget  and  Actual;  and  the 
Schedules  of  Program  Expenditures  by  Object  of  the  Department  of 
Public  Service  Regulation  (PSR)  for  the  two  fiscal  years  ending 
June  30,  1983  and  198^1.  Our  examination  was  made  in  accordance 
with  generally  accepted  governmental  auditing  standards,  and 
accordingly,  included  such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  depart- 
ment's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules are  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

Revenue  and  fund  balance  in  the  Special  Revenue  Fund  in 
fiscal  year  1983-8^1  is  understated  by  $36,236  due  to  improper 
accrual  of  federal  grant  revenue.  In  addition,  the  department  did 
not  properly  transfer  federal  grant  expenditures  out  of  the 
General  Fund  into  the  Special  Revenue  Fund.  This  understated 
expenditures  and  overstated  fund  balance  in  the  Special  Revenue 
Fund  for  fiscal  year  1983-8'<  and  1982-83  by  $13,242  and  $7,820, 
respectively. 

The  department's  improper  abatements  caused  prior  year 
expenditure  adjustments  to  be  understated  by  $6,198  and  prior 
year  revenue  adjustments  to  be  understated  by  $5,273  in  the 
Special   Revenue   Fund  for  fiscal   year   1982-83. 
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The  department  miscoded  equipment  expenditures  of  $9,626  as 
repairs  and  maintenance  in  fiscal  year  1983-84  in  the  Special 
Revenue   Fund. 

In  our  opinion,  except  for  the  effects  of  the  matters  dis- 
cussed in  paragraphs  three  through  five,  the  financial  schedules 
listed  below  present  fairly  the  results  of  operations  and  changes  in 
fund  balance  of  such  funds  of  the  Department  of  Public  Service 
Regulation  for  each  of  the  fiscal  years  ended  June  30,  1983,  and 
1984  in  conformity  with  the  basis  of  accounting  described  in 
Note   1,   applied  on  a  consistent  basis. 

Schedule  Name  Fund  Fiscal  Year 

Schedule  of  Changes  Special   Revenue  1983,    1984 

in   Fund   Balance 

Schedule  of  Revenue  Special   Revenue  1984 

Estimate  and  Actual 

Schedule  of  Program  Special   Revenue  1983,    1984 

Expenditures  by 
Fund  -   Budget  and 
Actual 

In  our  opinion  the  schedules  listed  below  present  fairly  the 
results  of  operations  and  the  changes  in  fund  balance  of  such 
funds  of  the  Department  of  Public  Service  Regulation  for  each  of 
the  fiscal  years  ended  June  30,  1983  and  1984,  in  conformity  with 
the  basis  of  accounting  described  in  Note  1,  applied  on  a  consis- 
tent basis. 

Schedule  Name  Fund  Fiscal   Year 

Schedule  of  Changes  General   Fund  1983,    1984 

in   Fund   Balance 

Schedule  of  Revenue  General   fund  1983,    1984 

Estimate  and  Actual  Special   Revenue  1983 

Schedule  of  Program  General   Fund  1983,    1984 

Expenditures  by 
Fund  -   Budget  and 
Actual 

Schedule  of  Program  1983,    1984 

Expenditures  by  Object 
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Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  financial  schedules  referred  to  in  paragraph  one. 
The  accompanying  Schedule  of  Federal  Grant  Receipts  is  presented 
for  additional  analysis  and  disclosure  purposes.  The  schedule  has 
been  subjected  to  the  tests  and  other  auditing  procedures  applied 
in  the  examination  of  the  financial  schedules  above  and  in  our 
opinion,  is  fairly  stated  in  all  material  respects  in  relation  to  the 
financial   schedules  referred  to  in   paragraph  one. 


Respectfully   submitted, 

James   H.   Cillett,    CPA 
Deputy   Legislative  Auditor 


November  30,    1981 
Approved: 


lll-L^. 


Robert   R.    Ring^ood 
Legislative  Auditor 


y 
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DEPARTMENT  OF  PUBLIC  SERVICE  RFGULATION 

SCHEDULE  OF  CHANCES  IN  FUND  BALANCE 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


General  Fund 


Special 
Revenue  Fund 


FUND  BALANCE,  July   1,  1982 

ADDITIONS: 

Fiscal  Year  1983 
Revenue 

Prior  Year  Revenue  Adjustments 
Support  From  State  of  Montana 

Fiscal  Year  1984 
Revenue 

Prior  Year  Revenue  Adjustments 
Support  From  State  of  Montana 
Total  Additions 


-0- 


$1,020,747 
(805) 
411,399 

1,138,896 
(562) 
356,987 
2,926,662 


$   229 


$16,291 


76,308 


92,599 


REDUCTIONS: 
Fiscal  Year  1983 
Expenditures 

Prior  Year  Expenditure  Adjustments 
Fiscal  Year  1984 
Expenditures 

Prior  Year  Expenditure  Adjustments 
Total  Reductions 


1,427,304 
4,037 

1,498,921 

(3,600) 
2,926,662 


7,546 


99,453 


106,999 


Direct  Entries  to  Fund  Balance 
1983 
1984 

Total  Direct  Entries 


-0- 


-0- 


(229) 
(8,745) 
(8,974) 


FUND  BALANCE,  June  30,  1984 


-0- 


$(23,145) 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  20  through  22. 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGinATION 

SCHEDULE  OF  REVENUE  -  ESTIMATE  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


FISCAL  YEAR  1983-84 


Licenses     Service    Federal   Reimburse-     Total 
&  Permits      Fees   Assistance    ments       Revenue 


General  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections 
Over(Under)  Estimate 


$1,000,000 
1,116,998 


$   8,000 
6,167 


$   116,998   $  (1,833) 


$15,000 
15,731 


$1,023,000 
1,138,896 


731   $   115.896 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections 
Over(Under)  Estimate 


$  266,989 
76,263 

$(190,726) 


100 
45 


$   267,089 
76,308 


(55)   $  (190,781) 


FISCAL  YEAR  1982-83 


General  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections 
Over(Under)  Estimate 


$1,300,000        $      8,000 
1,002,168  6,311 

$  (297,832)   $  (1,689) 


$17,000 
12,268 


$1,325,000 
1,020,747 


$(4,732)   $  (304,253) 


Special  Revenue  Fund 
Estimated  Revenue 
Actual  Revenue 
Collections 
Over(Under)  Estimate 


$  19,310 
16,291 

$  (3,019) 


$   19,310 
16.291 

$    (3,019) 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  20  through  22. 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  PROGRAM  EXPENDITURES  BY  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 

Fiscal  Year 


1983-84  1982-83 


Public  Service  Public  Service 

Regulation  Regulation 

GENERAL  FUND 

Budget                            $1,524.234  $1,446.921 

Actual 

Personal  Services                  1.146,805  1,124,065 

Operating  Expenses                    334,856  289,847 

Equipment                             17,260  13,392 

Total  Actual                    1,498,921  1,427,304 

Unspent  Appropriation  Authority       $    25,313  $    19,617 


$ 

185,016 

$ 

29,310 

15,404 

1,307 

36,229 

6,239 

47,820 
99,453 

7,546 

$ 

85,563 

$ 

21,764 

SPECIAL  REVENUE  FUND 
Budget 
Actual 
Persona]  Services 
Operating  Expenses 
Equipment 

Total  Actual 

Unspent  Appropriation  Authority 


PROGRAM  TOTAL 

Budget  $1,709.250  $1,476.231 

Actual 

Personal  Services  1,162,209  1,125,372 

Operating  Expenses  371.085  296,086 

Equipment  65,080  13,392 

Total  Actual  1.598.374  1.434.850 

Unspent  Appropriation  Authority  $   110,876  $   41,381 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Account- 
ing System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  20  through  22. 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  PROGRAM  EXPENDITURES  BY  OBJECT 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


Fiscal  Year 


1983-84 


1982-83 


Public  Service 
Regulation 


Public  Service 
Regulation 


PERSONAL  SERVICES 
Salaries 
Employee  Benefits 

Total  Personal  Services 


;  978,619 

183,590 

1,162,209 


;  950,594 

174,778 

1,125,372 


OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 

Total  Operating  Expenses 


132,269 
26,788 
66,806 
58,139 
45,030 
4,236 
26,690 
11.127 

371,085 


103,802 
18,165 
56,090 
37,036 
52,449 
5,312 
10,771 
12,461 

296,086 


EQUIPMENT 
Equipment 

Total  Equipment 


65,080 


65,080 


13,392 


13,392 


TOTAL  PROGRAM  EXPENDITURES 


$1,598,374 


$1,434,850 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Account- 
ing System.   Additional  information  is  provided  in  the  notes  to  the 
financial  schedules  on  pages  20  through  22. 
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DEPARTMENT   OF   PUBLIC   SERVICE   REGULATION 

NOTES   TO   FINANCIAL  SCHEDULES 

June  30,    1983  and  June  30,    1984 


1.      SUMMARY   OF  SIGNIFICANT  ACCOUNTING   POLICIES 

The    following    is    a    summary    of   significant   accounting    policies 
for  the  Department  of  Public  Service   Regulation: 

Basis   of  Presentation 

The     financial     schedules     are     prepared     from     the  Statewide 

Budgeting    and    Accounting    System    without    adjustments.  Accounts 

are   organized   on    the   basis   of   funds   according    to    state  law.      The 
following   fund  types  are  used  by  the  department: 

General  Fund  -  accounts  for  all  financial  resources  except 
those  required  to  be  accounted   for  in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specific  purposes.  Legislative  appropriation  is  required 
to  spend   from  this  fund. 

Basis  of  Accounting 

The  Department  of  Public  Service  Regulation  utilizes  the 
modified  accrual  basis  of  accounting  which  is  described  in  the 
Montana  Operations  Manual.  Under  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred  except  for  the  following  items  which  are  also  considered 
valid  obligations  under  state  accounting   policy. 

-  If  the  appropriation  provided  funds  to  complete  a  given 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal  years 
subsequent  to  the  fiscal  year  in  which  the  expenditure  is 
accrued, 

-  The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year   in   which  budgeted. 
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-  Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year  in   which   the  anticipated  expenditure  is  to  be  accrued. 

Vacation  and  Sick   Leave 

Employees  for  the  department  accumulate  both  vacation  and 
sick  leave.  Employees  are  paid  for  100  percent  of  unused  vacation 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Accumulated  unpaid  liabilities  for  vacation  and  sick  leave  are  not 
reflected  in  the  financial  schedules  of  the  Department  of  Public 
Service  Regulation.  Expenditures  for  termination  pay  currently 
are  absorbed  in  the  annual  operating  costs  of  the  department.  At 
June  30.  1984  the  department  had  an  estimated  liability  of  $78,880 
for  vacation   leave  and   $27,661    for  sick   leave. 

2.      PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contribution  to  this 
plan   is  shown   below. 

Fiscal   Year  Fiscal  Year 

1982-83  1983-84 


PERS  $55,523  $57,550 

3.      GENERAL   FUND    BALANCE 

The  Department  of  Public  Service  Regulation's  General  Fund 
beginning  and  ending  fund  balance  on  a  non-consolidated  basis  is 
zero  since  anv  balance  in  the  fund  is  owed  to  the  state  General 
Fund  at  fiscal   year-end. 

^.      GENERAL  FIXED  ASSETS 

The  department  records  assets  on  the  state's  Property  and 
Accountability  Management  System.  The  fixed  asset  balance  at 
June  30,    1984   is: 


21 


Equipment  $149,025 

Other   Fixed  Assets  920 

Total   General   Fixed   Assets  $149,945 

5.      TRANSFERS 

The  department  did  not  report  any  transfers-in  or  transfers- 
out  in  it's  accounting  records  during  fiscal  years  1982-83  and 
1983-84, 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  FEDERAL  GRANT  RECEIPTS 

Two  Fiscal  Years  Ended  June  30,  1984 

Fiscal  Year  Ended  June  30 

1983  198A 

Department  of  Transportation 

Natural  Gas  Pipeline  Safety  Act  Program: 

Grant  No.  DOT-GB-20026  $6,776 

Grant  No.  DOT-GB-30025  $18,142 

Railroad  Safety  Program 

Grant  No.  34374-MT-14  9,331 

Motor  Carrier  Safety  Assistance  Program 

Grant  -  Project  001  34,710 

$6,776       $62,183 


This  financial  schedule  shows  actual  cash  receipts  received  for 
fiscal  years  1982-83  and  1983-84  and  does  not  tie  to  Federal  Assis- 
tance as  reported  on  the  Schedule  of  Revenue  because  of  revenue 
accruals  or  deferrals. 
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AGENCY    RESPONSE 


PUBLIC  SERVICE  COMMISSION 


2701  Prospect  Avenue  •  Helena,  Montana  59620 
Telephone:  (406)  444-6199 


Thomas  Schneider,  Chairman 
John  Driscoll 
Howard  Ellis 
Clyde  Jarvis 
Danny  Oberg 


RFn-^VFD 

JAM  1  5iS£5 

MONTANA  LEGISLATIVE  AUDITOR 


January  15,  1985 


James  11.  Gillett 

Depucy  Legislative  Auaitor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  IIT  59  6  20 

Dear  Mr.  Gillett, 

Enclosed  please  find  the  PSC's  response  to  your  final 
report  on  the  audit  of  the  Department  of  Public  Service 
Regulation.   Also  with  this  response,  we  are  returning  the 
3  copies  of  the  report  per  your  request. 

We  look  forward  to  the  meeting  with  you  and  the  Legis- 
lative Audit  Committee. 


Sincerely, 


^Kc^d  ^5^/-^^ 


y 

Howara  L.  Ellis 

Commissioner 


hLE: tls 
enclosures 


Consumer  Complaints  (406)  444-6150 
"AN  EQUAL  EMPLOYMENT  OPPORTUNITY/AFFIRMATIVE  ACTION  EMPLOYER" 
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RESPONSE  TO  LEGISLATIVE 
FINANCIAL  COMPLIANCE  AUDIT 
June  30,  1984 


FEDERAL  GRANTS 


RECOMMENDATION  #1 : 


WE  RECOMMEND  THE  DEPARTMNT  PROPERLY  ACCOUNT 
FOR  GRANT  EXPENDITURES  IN  THE  SPECIAL 
REVENUE  FUND. 


RESPONSE: 

Concur. 

FEDERAL  GRANT  ACCRUALS 

RECOMMENDATION  #2: 

RESPONSE: 
Concur. 

ACCOUNTING  FOR  FEDERAL  GRANTS 
RECOMMENDATION  #3: 


WE  RECOMMEND  THE  DEPARTMENT  ACCRUE  GRANT 
REVENUES  AND  EXPENDITURES  IN  ACCORDANCE 
WITH  STATE  POLICY. 


SUMMARY 


WE  RECOMMEND  THE  DEPARTMENT  UTILIZE  SBAS 
MORE  EFFECTIVELY  TO  ACCOUNT  FOR  FEDERAL 
GRANT  ACTIVITY. 


RESPONSE : 

Concur. 

EXPENDITURE  ABATEMENTS 

RECOMMENDATION  #4: 

RESPONSE: 

Concur. 

OVERPAID  TRAVEL  COSTS 

RECOMMENDATION  #5: 


WE  RECOMMEND  THE  DEPARTMENT  RECORD  REVENUES 
AND  EXPENDITURES  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING  POLICIES. 


WE  RECOMMEND  THE  DEPARTMENT: 

A.    IMPLEMENT  CONTROLS  TO  ENSURE  OVERPAY- 
MENTS OF  TRAVEL  EXPENDITURES  DO  NOT 
OCCUR. 
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RESPONSE : 


Concur. 


COLLECT  THE  REMAINING  AMOUNT  OWED  TO 
THE  STATE  FROM  THE  MOTELS  WHICH  WERE 
OVERPAID. 


RESPONSE: 


Concur. 


A  letter  has  been  sent  to  the  Hitching  Post  requesting  that  the 
overpayment  be  reimbursed  to  the  State.   Follow  up  action  will  be 
taken  if  necessary  to  insure  reimbursement. 

CODING  OF  EXPENDITURES 


RECOMMENDATION  #6: 


WE  RECOMMEND  THE  DEPARTMENT  PROPERLY 
RECORD  EQUIPMENT  PURCHASES  IN  ITS  ACCOUNT- 
ING RECORDS  IN  ACCORDANCE  WITH  STATE 
POLICY. 


RESPONSE: 

The  Commission  reimbursed  Motorola  on  July  9,  1984  for  the  High- 
band  mobile  radios  they  ordered  and  received  for  the  Commission 
cars . 

The  Commission  had  Motorola,  Inc.  keep  the  radios  until  they  could 
be  installed  in  the  Commission  cars.  By  doing  that  we  did  not  get 
the  serial  numbers  necessary  to  put  the  radios  on  PAMS  by  the  July 
12,  1985  deadline  but  they  are  now  on  PAMS. 

TRANSACTIONS  ENTERED  BY  OTHER  AGENCIES 


RECOMMENDATION  #7; 


WE  RECOMMEND  THE  DEPARTMENT: 


A.  ENSURE  TRANSACTIONS  INPUT  BY  OTHER 
AGENCIES  ARE  CORRECT. 

B.  CORRECT  THE  IDENTIFIED  ERRORS  ON  THE 
STATE'S  ACCOUNTING  SYSTEM. 


RESPONSE: 
Concur. 

INDIRECT  COSTS 
RECOMMENDATION  #8: 


WE  RECOMMEND  THE  DEPARTMENT  ENSURE  INDIRECT 
COSTS  ARE  NEGOTIATED  AND  RECOVERED  ON  ALL 
ELIGIBLE  GRANTS  IN  ACCORDANCE  WITH  STATE 
LAW. 
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RESPONSE : 

Concur. 

GAS  AND  ELECTRIC  STANDARDS 

RECOMMENDATION  #9:       WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH 

ADEQUATE  AND  SERVICEABLE  NATURAL  GAS  AND 
ELECTRIC  STANDARDS  IN  THE  ARM'S  AS  REQUIRED 
BY  STATE  LAW. 

RESPONSE : 

Concur. 
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